16 SURYEY OF CURRKENT BUSINESS April 1926

Construction Trends and Related Factors
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O OTHER indusiry of comparable magnifude in sits itself, the employment of zome 2% million men

the United States experiences such wide fluctu- over o major port of tha yaar, An even larger numbar
nlions as does construetion. ‘Total construction of all of workers, possibly 3% million, were depsandent upon
types, public and private, contrect and “foree acecount” construct@on for their normnl employment in tha
work, and alterations and repairs os well os new con- fabrication, monufacture, and traosportation of ma-
struction, is estimaied $o have hod 5 velue of more teriale and equipmens. The uheraployment resulting
thon 12 billions of dollors annually during the pariod from the tremendous shrinkege in construetion work
from 1925 o 1929, inclusive, and to heve declived t¢ over the past sevaral years has consequenily been
no average of about 44 billions of dollars annvally extremely largs and prolonged. '
during the period from 1932 to 1985, inclusive. In
1933, the industry reached its lowest level since thag CoRatrction Actvity in 1938
prevailing at the end of the World Wir, The post 2  The most notable development in the industry during
years have experienced o moderade but steady incresse, 1935 was the sharp upturn of residential buildiog in oll
In 1944, this was due primmily to the wide expansion paris of the United States. During each of the years
of public conatruction and in 18356, to the more recent 1952, 1934, and 1634, this type of building, 28 messured
gains in private construction, by the dellar value of residentinl ¢comiracta reported

Conztruction work in years of moderately high by the F. W. Dodge Corporation, had remained ot &

activity avch as 1930 required, on the construction level equal t0 approximately 10 percent of the 1926
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CHART 1.—Estkymted Yales of Total, Frivate, amd Poblic Constrmction In tha Unkted Staten, I92H08,

Boores: ‘Total, privabe, mad fthllc constnotion, 108332, Natioo) Bursid of Ecossmic Rassarch (Gaver); Hiets Siures bave boad abanded ta 1933, 1G4, std HGS
oai H brabkof Ehey B, W Dhidigo Cidpnit o ports.  Date on Pedersl sonstruction arg irom the Fadoral Employment Stabdlsalion Baard apd the Tryaury Departmant,
eagept bor 1055, wrhldh was astleebad irgm tagorts of Me Eoghl selog MNews-Rweond,
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average, The sharp upturn which began in Mnrch
1935, and conéinned with incressing stremgth even
throngh December, resulied in o volume of residential
building contracts in 37 eastern States of approximately
$478,800,000, or 92 percent more than the total for
1834.

Building permit data, which involve some estimotion
hut which include a larger proportion of amalier
dwellings than do the contract statistica, indicate that
the number of dwelling units of all kinds built in 257
idontical cities Teporting to ths Buresu of Labor
Statistica reached & low in 1934 of 6.1 percent of the
average {or the 10-year perind from 1821 fo 1030,
inclugive. As indicnted in the accompanying table,
based upon these permit reporés (extended for the
yeara prior to 1921 in proportion to the Dodge Cor-
poration data for residential floor space provided in
2t enstern Siates), this type of copstruction has ex-
perienced vary wide fluckuntions, forming a pard of
what appeats to be a long-time cyelienl fuctvation of
16 €0 2D years in resideatial building.
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If these long-ierm Huctnations which may be ob-
served over the past hundred yenrs or more are to repent
themselves us they have done with approximate regu-
larity in the past, the sharp uptum io residential build-
ing this weor may ba expected to continue for several
years, A number of favorable facters such ns yising
rents, increasing oceupancy of dwellings, the large
volume of funds of lending agencies aveilable for invest-
ment, and lower intereat rates then hove prevailed for
several years, tend to confirm such an expestation.

Chonges in the doller yolume of other types of con-
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Constriction Finamoe.

In view of tha long-time commitinents whicl every
construction project involves, hardly any aspect of the
industry is more important then construction finance.
Alihough farfrom complete, thedate presented here may
be founduseful in indicating the present position of soize
of the more important elements of construction finance,

With xespeet io long-derm interest rates and the
quontity of loonable funds in the hends of banks,
insyrance cpmpanies, building and loan .zesociations,
snd other lending apencies, the construction-capital
market is in & more favorable position for borrowers
thon at any time In recent years. The Home Ownaers’
Loan Corporation, by sbsorbing spproximately 8 bil-
livne of dollars of obligotions, has permitted distressed
home vwners to retain their homes nnd has removed
from the market this large valume of lonps,  Although
the operation ns Taised o numbar of difficult problema,
it is penerally conceded that #he short-term effect upon
the mortgage lending market hos been wholesome.
The Reconstruction Finance Clorporatien and the
Public Works Administration have improved invest-
ment market conditions by taking over bonds and other
finaneial obligaticns—especizlly of railroads and munic-
ipnlitire—which were not readily markstable but wers
esaentially sound and which in many onses have subse-
quently bean sold at o profit. The present eondition
is nlso due in part to mch developments ns the accurnu-
lation of funds at n more rapid rats than the loaning
of funda, which, in terma of new copital flotations far
private construction, was proctically zero for many
moaths during 1932, 1933, and 1934,

The home-loan banks snd member institutions, the
Foderal Housing Administretion, and the Beconatrue-
tionn Finance Mortgage Co. assisted materially in the
relense of investment fundsa for private building during
the vear 1935. A finul report for tha year has not baen
prepared by the home-loan bonk. system, but prelimi-
nory estimpiea indieate that the total volume of new
loans by all member associntions wos spproximately
3340,000,000, or roughly three-fourths of the loans by

struction were also upward in most cases, especinlly for gl envinps and loan amsociations in the United States.
lorge industriel projects as reportad by the Engineering This figure includes some logns for the purehase of
News-Record, but were not aqual 4o those in residential homes alresdy built and for the refinancing of Joans
building. These changes have been discussed from time held by other sgencies. The amount of losns for
to time in current numbers of the SyrvEY and may be ptrici]y new construction by sll members js not known
summarized briefly forselected types as follows: but would appear from the data for Fedaral seecin-

o tione to have been from one-fourth to one-third of the
e o e it T, Ol e ane 5 Retackwa 19 o hove total, o substantiel percentage inerense over the
preceding year. ‘The total value of mortgags loans of
i the Federal savings and loan nssociations in 1935 was

Wi approximately §124,000,000.

The financial operations of the Federal Housing

Typca of sonatroetion (dollar vobuw) end raporting | Earcent
sarce inof1

o %ﬁ%ﬁ“&?ﬁm%* 8 % Administration are essentinlly of three types: The
Edueuiianl, bspiia Febct2ume s ﬁgmum;,w e 4 45 L0SUrROCE of shori-torm notes for modernization snd
uuuw"mnaf}-uﬁm;m Ao givata (8, 7. Bodgt 01 rapairs; the Insurence on a mutunl basis of mortgege

~™® loans on homes; snd the insurance of lopns for lexge-~
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scale, low—ost housing developments. Accordiog to not sufficiently extensive nor relinble to worrent any
the Annual Report of the Housing Admipistraiion, precise observation regerding the condition of the
short-term notes totaling $22%.620,148 for modarniza- demend for such spoce. It appests, however, on the
tion and repoirs were insured during 1935. Approxi- basia of the aveilable information, that improvement in
mately 95 percent of these shori-term notes wers in the occupency of such structures has heen slight,

amouota of $2,000 or less. The report stntes also that The rent index shown in chart 2, of the National
mutual mortgoge loans for new howme building totsling Induatrial Cooference Board, bosed upon month-to-
$80,248,250 were accapted for inswraace during the month rent charges in 173 cities, indicntes a gradual
yeor 1935, Of this smount, approximately 70 percent dechne from o penk in $he sumuner of 1924, followed by
wns loaned by Netionnl ond State banks and trusé a somewhat steeper decresss beginning in 1931 and
companies. Mortgoge reficancing loans for $110,- ending in & low point in Javvary 1934, Dhuring 1934

348,608 ware also acceplied for msurence Dhuring the
year the volume of requests {or insuronce on low-vost
bousing loana wns quite large, bt thus {far ondy a por-
tion of them haove been spproved, snd lonns to the
extent of $27,030,234 were actually insyred in 1935.
Private copital flotations ore reported by the Com-
mergial and Financiel Chroniels ond other sourcea.
None of the availnble serics, however, discloae the new
capital iszues solely fot cohatruetion, and the awvailable
figures frequently include funds for n wida renge
of uses such s working copital and machinery 2s well
ns for ¢onstruction. Bond yields as reported by the
Standerd Statistics Company for industrials and utili-
ties, based upon outatanding rather than new issues, are

lowear than they have been at any time in many yeors, .

at lesst since 1005 or 1008,

Lifesinsurance companies are normally smong the
largest investors in urban mortgsges in tha Tinited
States. In 1528 npproximately ons-half of the naw
itvestmants by the companies (originally 25, now 47)
reporting to the Wnll Sirest Journal were in such
mortgapes. By 1932 the propertion hed declined to
elightly over 30 percent, end in 1934 droppad to the
unprecedented low level of 2.7 percent, The fnllowing
year, 15335, exparienced n thresfold increnss from the
1932 figura to 4 total of $185,269,000. Only a portion
of this amount waa for new construction, but the sharp
revarzal of the trend of the past few yeors is & clear
indiention of n revivoel of interest on the pard of life
insurance componiss in urhen mortgage loans,

Yacancies, Reats, and Conacrucelon Coses,

In addition to comstruction finoncing, thers are o
number of othar importnot considerations which deter-
mine the volume of construction activity, For residen-
tinl brilding, the demand in termz of rente and vaenn-
cies io most important, Aveilable data for & faw cities
in the United Stetea indicate n level of vacaney for 1932
of 10 to 12 percent of tha total oumhber of dwalling
units. ‘This ratio has been stosdily declining, and dur-
ing the lotter part of 1935 reached the unuvsuslly low
figuras of 1.8 to 3.0 percent in sueh cities ns Danver,
Cleveland, and St. Lonis, for which accurate data are
avallobls. Many other eities reported o similar trend
in vacanciea in dwelling unite. Vacanoy deta reloting
to officas, stores, and other commercial buildings, are
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and 1435 the Conference Board index has risen slowly
but continucusly. Since available rent indexes make
no ollowance for rebates, remission of rents, noocol-
loctikle items, vaconcios, aod certoin other factors, it is
quite likely that the fluctuntions are somewhnt moder-
oted, md thet the actuel net return to property vwners
fell to lower levals in 1033 and is experiencing o sharper
revival in 1934 and 1935, than disclosad by the indezes
of rental rates. MNeverthelsss, the above-mentiomed
index is probably the nearest spproach to nctual rent
changes at present svailable.

The trands in ccnstruction coste vary widely for
different types of works and steueturss, For thiz and
other reasons, avablable indexes are not always im
sgreemend. In general, howevar, conzirpetion costs
appear 0 hars ranched a low point some time batween,
the second quarter of 1982 and the sacond quarter of
1933. Subseguently, all indexes ross sharply, During
1935, sonstruction costs appear to have chanped only .
slightly.

Any complete analysia of tha Auetnations in this
industry must be had in tarms of the espernts demand
for various types of worls and structuras, ‘This brisi
diseussion of construction trends and ralatzd elements
may serve, howsver, to indicate some of the major
factore which are closely related to this exceedingly
important problem,



